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Redigribution Matters. Growth for Poverty Reduction

ABSTRACT

Recent devdlopment literaiure has placed priority on poverty reduction,
and on possble growth enhancement from a more equa didribution of
asets and income. At the same time, empiricd work conggently shows
that economic growth is no more than digribution neutrd. In that context,

this paper explores the reaionship among growth, inequdity and poverty,
and demondrates the following generd condusons 1) a re-digributive
growth peth is likdy to be superior to a didribution neutrd path (‘trickle
down’) for reducing poverty; 2) a redidributive growth pah is dways
superior if both a country’s per capita income and inequdity are rdativey
high; and 3) a datic redidribution from the rich to the poor is superior to a
redigributive growth path in its effect on poverty for most countries but
not for dl. The paper then condders palides that might be used to meke
growth more equiteble.

1. Introduction

In the late 1990s the bilaerd and multilatera development agencies came to
place incressing emphasis on poverty reduction in developing countries  Some agendies
even edablished specific targets for poverty reduction. The achievement of targets
requires policies, and policies are mog effective within an overdl, coherent drategy. The
centra drategy choice is between poverty reduction through faster economic growth and
reduction through redidribution, though the two may be complementary. This paper
devdops an andyticd framework to assess which of draegy would be the most
effective, given specific poverty targets, then proceeds to empiricd investigation.

We review recent literature on growth and didribution, and suggest tha a
consensus emerges that discards the previous ‘trade-off’ conduson.  Andyds have
moved towad the view that an ‘initid condition’ of grester assst and income equity
enhances growth rates.  This emerging consensus dlows us to rgect the hypothess that a

'See, for example, the discussion of targetsin DFID 1997). It would appear that there was some
controversy over this emphasis within the World Bank. In June 2000, the convenor of the World
Development Report, Ravi Kanbar, resigned from his participation in the report. Press reports
attributed this to internal disagreements over the relative emphasis to place on growth and
redistribution (see The Financial Times, 15 And 16 June 2000).



redigribution drategy need necessarily undermine poverty reduction in the long run by
reducing per capita growth. The quedion then becomes, how effective would
redidribution be in reducing povety? We ague that this will vay by country, and the
andyticd framework to assess effectiveness is presented in Section 3. The framework
formulates two dbdract posshilities povety reduction through digtribution-neutrd
growth, and poverty reduction through an equd didribution of easch period's growth
increment. These ae compaed to a conventiond one-off redigribution of current
income.  In Section 4, these posshilities ae smulaed for a large number of countries.
We find that redidribution & the margin is far more effective in poverty reduction than
increeses in economic growth that are didribution neutrd. In Section 5, the exercise in
gmulaion is rendered concrete by discusson of pecific policies that could be used to

redistribute income.

2. Growth and Didribution
Inequdity and Poverty

Of the many issues centrd to the devdopment process, few have been
characterised by the shifts reversals and re-afirmations that have plagued the andyss of
the interaction of growth, poverty and inequdity. Evidence that inequdity and poverty
have risen in many countries in the 1980s and 1990s’ including some of the OECD
countries, rekindled ever-smouldering controverses. The maingdream literature has not so
much evolved as fluctuated over the past fifty years® It is necessary to revisit briefly the
debates, in order to place the empirica discussion of a subsequent section in context.

From the 1950s into the 1970s andyticd emphass was on probable tradeoffs
between growth and income digribution. This derived in pat from the famous ‘inverted-
U hypothess (Kuznets 1955), which podulated thet inequdity would rise in the initid
phases of development, then decline after some crucid level was reached. Much esearch
involved egdimation of the so-cdled turning point (Fedds 1980, Chepter 4), to test the

? See, De Janvry and Sadoulet (1995), Ravalion and Chen (1997), Flenming (1998), Aghion et
al. (1999), Cornia (1999), Chu, et al (1999), McDondd, et al. (1999), Milanovic (1999), and
Atkinson (1999).

3 See Kanbur (1998) for athorough review.



hypothesis that this might lie a roughly the same per capita income across countries.
Growth theories could be cited in support of the hypothess, such as the Lewis modd of
‘economic  devdopment  with  unlimited  supplies of  labour’.* However, theoreticd
inconsistencies in the Lewis make it a wesk basis for the ‘inverted U’ (Weeks 1971).°
Kddor's wdl-known growth modd, in which capitdigs have higher margnd propensty
to save than workers dso implies that redidribution to profits raises the growth rae.
This modd is mog approprite for developed ocountries, in which the functiond
digribution of income largdy condsts of wages and profits and of less relevance to
developing countries, considered in this paper.®

In the 1970s emphads shifted to the identification of re-didributive mechaniams
to reduce poverty without hampering growth.” This focus proved to be short-lived,
abandoned with the rise of necliberdian and the Washington Consensus in the ealy
1980s. In the Consensus gpproach, growth itsdf would be the vehicle for poverty
reduction, achieved through ‘trickle-down’ mechanisms not dways cealy specified. In
the 1990s both the neoliberd andyss and the ealier view of a trade-off between
growth and equity were chdlenged by a number of dudies In particular, doubt was cast
upon the sanguine view that orthodox macro policdes were, by their naure, poverty
redudng.?  While doubt accumulated with regard to the impact of orthodox policies a

* The latter predicts that in a ‘labour surplus ecanomy, with ‘unlimited supply of labour’, the
profit share would rise reatively to the wage share until the labour surplus was exhausted. For
discussion of the Lewis mode and inequality, see Kanbur (1998), and Kanbur and Squire (1999).

® The Lewis model assumes that the ‘modern’ sector wage is a constant multiple of the wage in
the ‘traditiona’ sector, so that the constancy of the former in the period of labour surplus requires
that the latter be constant. While the transfer of labour out the ‘traditional’ sector does not
decrease output (the margina productivity of labour in the sector is assumed to be zero), output
per worker does rise (sectoral output is constant and sectora employment falls). If output per
worker rises in the traditional sector, then wages rise in both sectors. Fei and Ranis recognised
this inconsistency in their verson of the modd, but did not resolve it (Fei and Ranis 1964, pp.
32ff).

® For other models that might predict a trade off between growth and inequality see Aghion, et al.
(1999).

’ See Chenery, Ahluwalia, et al. (1974).

® Accumulating empirical evidence suggested no consistent relationship among growth,
inequality and poverty across countries and over time. A clear and thorough survey of this issue
is found on a World Bank website (Ferreira 1999). In many African and Latin American
countries, as well as in countries in transition, stabilisation and adjustment policies appear to have
an adverse impact on poverty and inequdity, or at best did not improve conditions of the poor
(van der Hoeven, 2000).



consensus emerged that the ‘High Performing Asan countries, prior to the financid
crigs of the late 1990s combined rapid growth of per capita income with relaively sable
and low inequdity (World Bank 1993). The experience of the ‘high performers
suggested, a the leadt, that there might be policy measures to foster the benign
combination of high growth and rgpid poverty reduction.

The 1990s literature that chdlenged the ‘trade-off’ and ‘trickle-down’ approaches
had roots not dways acknowledged, in the brief flowering of prodigribution arguments
of the 1970s The Cheney and Ahluwdia modd of ‘digribution with growth
diginguished socid groups by assst ownership or mode of access to assets (1974a and
1974b). The interaction between growth and digribution was modeled through ‘income
linkeges between the groups e, via the labour and commodity markets. In Smulation
expaiments with this modd progressve redidribution of income and assets led to
ubdantid  improvements in the incomes for povety households, and nonHpoverty
households as well, via incresses in aggregate productivity.” On the basis of ther modd,
Chenery and Ahluwalia concluded thet poverty constrains growth:

If [a povety group] is provided with an appropridte mix of education, public
facilities, access to credit, [and] land reform...invesment in the poor can produce
benefits in the form of higher productivity and wages in the organized sectors... In
the short-run, there may be a reduction in the growth of other groups through this
re-direction of invesment toward the poor, dthough this is by no means
necessary.  In the long run...the transformation of the poverty groups into more
productive members of sociely is likely to rase theincomes of dl. (1974a, p. 47)

Conceptudly it is useful to diginguish between dructurd and trandent causes of
poverty. The Chenery-Ahluwdia modd refered to the former, and land reform is
perhaps the clearest policy measure to rdieve a condrant to growth resulting from
dructurd poverty. If the productivity of smdl fams were higher than tha of large
fams!® this would rase aggregate productivity for the agriculturd sector'  Not

® Two of the experiments are especially worth noting. In the first, redistribution to lower income
groups took the form of better nutrition, health, and access to education, which led to an increase
in the output-capitd ratio in the sectors using wage labour. In this case, consumption and income
of all groups increased after redistribution. In the second experiment redistribution directly
increased the earning capacity of the poor; e.g. redistribution of the investment share of national

income. This simulation led to an increase in the incomes of and the assets owned by the poor, as
well as a substantial increase in the aggregate capital stock of the economy.

% The study by Ravalion and Sen (1994), for instance, is based on the hypothesis that small

farms are more productive than large farms.



withgtanding the controversy of the so-cdled inverse dze rule, daidicd exercises and
they are no more than hypothess tests indicate that inequdity of land didribution hes a
negative effect on growth. 2

By definition the trandent poor ae those affected by economic cycles and
gowth. Much of the work on the rdaionship between growth and income didribution in
the 1990s is badcdly empiricd, with unclear theoretica foundation. Janvry and Sedoulet
(1995) concluded that during recessions inequdity rises'® while postive growth rates are
digribution-neutra.  Bruno and Ravdlion (1998), usng daa from forty-five countries
each with at least four or more didributional surveys over at least two decades, found that
the effect of growth on inequdity to be indeterminate. They further concluded that lower
initid inequdity rases the likdihood that growth will reduce povety. As shown in our
amulaions bdow, this follows astomaticdly from amost dl messures of inequdlity.
Indeed, the rdative dability of income didributions has been repestedly confirmed (see,
aso, Li, Squire, et al. 1998).

Mechanisms and Incidence of Redidribution

Empiricd on the impact of diffeent didributive mechanisms on growth,
inequdity and poverty is of paticular importance to our dudy, because it helps reved the
effectiveness of policy. As pointed out above, productivity-rasng redigribution ensures
that didribution does not reduce poverty a the expense of growth, and produces
sudainable poverty reduction. Enhancing asset ownership or the poor is the clearest way
to accomplish this  Invesment in infrastructure, credit targeted to the poor, land
redigtribution and education can dl be important mechanisms to make growth ‘pro-poor’.

In the 1990s consderable dress was placed on education, perhaps because it was

“The alegation that small farms are more productivity than large units is fraught with analytical
and empirica controversy .A thorough and sceptical review of the debate over the ‘inverse size
rule’ isfound in Dyer (1997). See aso Platteau (1992).

12 See, for example, Deininger (1999), and Alesina and Rodrik (1994). The work of Ravallion and
Sen (1999) suggest that land transfers reduce the poverty of landless and near-landless
households.

13 Thisis not a surprising conclusion, since recessions generate unemployment.



viewed as rdadivedy non-controversd. Typicdly, education is tregted within a ‘human
cgpitd’ framework, which gpparently dlows the acquigtion of skills to be trested on par
with ownership of physcd assats  This agpproach is limited for discussons of poverty,
for accumulated education as such cannot be sold by the ‘asset-holder’, while land and
other tangible property can. Thus if a worker loses his or her job during a generd fdl in
aggregate demand, education provides no asset that can sarve as a ‘safety-net’ when
sources of liveihood are temporarily logt (ie, it is not ‘liquid’). It may be the case tha
people could borrow on the bass of ther humaen capitd, andogoudy to physcd asss,
but physica assats can serve as collaterd and be sold.

Becaue povety and inequdity have a trandtiond component, induced by
externd shocks such as business cycles and price indability, they can be affected by
short-term macro polices, as wdl as longterm growth. Particularly controversa are the
posshle adverse effects of Sabilisstion and dructurd adjustment programs on poverty.
While some World Bank dudies sought to deny the importance of adverse effects this
sanguine view failed to establish itself*  In response to the controversy over the effects
of adjusment on the poor, the World Bank and IMF proposed ‘socid safety nets and
‘socid funds in some countries to target adjusment-induced poverty, with these
programmes typically were designed for a limited peiod® An evduaion of socid
sdfety nets suggest that these programmes, sometimes financed by multilaterd lending,
had some postive impact on what might be cdled ‘adjusment losers, but did not
necessarily reach the poor. Stewart argued that interndly funded and locdly desgned
antipoverty programmes proved more effective in reaching the poor than socid funds
(Stewart 1995).

If redigribution is used to reduce poverty, be it trandtory or dructurd, then key
policy issues are redigribution from whom, to whom, and by wha mechanian. The loss
and gan of didributive programmes on income groups, and ther reaction to these losses
and gans will depend on the nature of the programme  Similaly, the adminigrative

' Referring to adjustment programmes in the sub-Sahara, Demery and Squire concluded,
*...effective reform programs are associated with reduced overall poverty, inadeguate oneswith

worsening poverty' (1996, 40, itdlics in origind). For a critique, see Weeks (1997), dong with
their reply (Demery & Squire 1997).
® Cornia and Reddy (1999) take issue with the dubious distinction between the



burden will vary by programme.

Supefiddly, land digribution and income digribution would ssem to be opposte
measures in adminidrative terms, Snce one acts on a fock and the other on a flow. It
might be agued tha reddributive land reform, from lage landownes to landless
pessants involves a one-off adminidrative cost, which, once implemented, can be Ieft to
gengate a more equd didribution and lower povety leves  On the other hand, a
redigribution of income without asset redidribution, must be implemented by a
continuous gpplication of progressve taxaion and equity-biased public expenditure.  In
practice, the dternatives are not 0 clear-cut. Land redigribution unaccompanied by rurd
devdopment expenditure might generate a cdass of poverty-dricken smdlholders  Mogt
of the land redidribution progranmes in Lain America, even those that radicdly
changed ownership patterns (as in Peru), proved in practice to be poverty-generating
rather than poverty-reducing (Thiesenhusen 1989). Land redidribution that generates
udanable poverty reduction may require subdantia current expenditure, which in the
medium term could equal or exceed the cost of adminidering a progressve tax system
and propoor digribution of expenditures. Perhaps more importantly, the more equiteble
land didribution may prove to be unsuudanable in the dsence of  permanent
adminidrative restrictions on accumulation of land (ownership ‘ceilings).

Like land redidribution, progressve taxation would appear to be an obvious
vehide for redigribution. However, sudies of tax incidence and impact reech mixed
condusons. Some indicate tha progressive taxation is a limited tool for reducing
inequdities in income didribution, usudly as a rexult of evason by the rich. A dudy &
Latin America concluded that tax sysems did not contribute Sgnificantly to the reduction
of inequdity (Alesna 1998). Usng hypotheticd umbers, Harberger reached the same
concluson, suggesting that the redigributive effects of progressve and moderae taxation
sysdems were quite Smilar (Harberger 1998). As an dterndive, he proposed that broadly
based taxes, such as a vadue added tax, could be modified to increase ther equity by
exemptions and exdusons.  All results are sendtive to the andyticd framework mede by
eech researcher, as can be shown by sudies that conclude quite the opposte. It would
aopear that the progressvity of income taxes during 1980-1996 in Tawan had ‘podtive

‘adjustment poor’ and ‘ chronic poverty’, on anaytica and practical grounds.



influence in redricting the expanson of the income gap [between rich and poor]’ (Jeo
2000). A crosscountry dudy of thirty-ax developing countries that in thirteen cases
totd taxation was progressve, proportiona in seven, and regressve in 9x.  Income tax
systems were progressive in twelve cases out of fourteen (Chu, et. al. 1999). A survey by
the ILO reached amilar conclusons (ILO 1992).

Sudies of public educdtion typicdly show that expenditure on primay and
secondary  education reduces inequdity, and expenditure on terttiary education has a
regressive impact.’® In this context, Alesina maintained that subsidising higher education
at the expense of primary and secondary education reduces the redigributive impact of
public spending, because thee subddies will accrue to the middle or highincome
groups’’ The dlegation expenditure on tertiary education is regressive reflects a partia
equilibrium, datic perspective. It takes no great indght to point out that the middle and
upper classes in dmogt every country take advantage of tertiary education, and the poor
do not. This is not an agument againg public funding of tertiary education, for the
scientigs, technicians, even entrepreneurs who will be crudd to growth typicdly require
universty educetion;  ie, there ae extendities to tetiay education. Further, a
univergty system that is privaidy funded may reinforce the power rigidities that are the
basc cause of inequdity. That the poor do not go to universties is no more an argument
agang public funding than the absence of the poor from mogt legd cases is an argument
agang public funding of courthouses.

So-cdled Targeting
The percalved ineffectiveness of redidributive measures leads some to advocate

targeting public expenditure to the poor, ad to judge effectiveness by accuracy of that
tageting.'®  However, targeting of expenditures in developing countries is fraught with

'® See for instance, Chu, et al. (1999), Hammer, et a (1995), Harberger (1998), van de Walle
(1995).

7 He went further and argued that most social welfare and benefit programs favour the middle
classes, rather han the poor, because provision of socia services is more concentrated in the
urban areas.

®* For example, Milanovic (1995) introduces a concentration coefficient that measures the
cumulative rate of socia transfers when recipients are ranked by income. The method of



difficulty. Sen (1995) argued agang targeting public spending for severd reasons 1)
information asymmetries reduce the effectiveness of targeting in the presence of
‘cheating’; 2) the progpect of losing targeted subsidies may reduce beneficiaries
economic activities 3) targeting may negdively effect the sdf-respect of the poor; and
4) the sudainability of targeted programs is doubtful, as the potentid beneficiaries are
politically wesk. To the lig can be added the formidable measurement problem of
identifying who qudifies, serious in indudrid countries and virtudly intractable in mogt
developing countries

Tagding involves administrative cods, the burden of which is a mater of
condderéble dispute (for example, Kanbur 1998). In a dudy of thirty socd service
programs in Lain America, Grosh (1995) found a trade-off between adminidraive cogts
and the incidence of targeting pragrams. That is to say, the more effective the targeting,
the greater the cod, implying less expenditure for poverty reduction as such. Hidden
adminidretive cods can aise from problems of project sdection and execution in the
presence of imperfect information (Cornia & Reddy 1999), with a mgor difficulty being
the identification of the poor. Identification of the poor gives rise to what might be cdled
the ‘borderline problem’. If one assumes that the poor ae identified accurady and
progranmes are ddivered with equd accuracy, it follows by definition that the poor just
bdow the borderline will be raised adove the non-poor just above it. Recognition of this
possibility by ‘borderling households can have a negetive incentive effect.

Tagding public spending is more likdy to be effective if the poor are a amdl
proportion of population; ie if poverty is not a mgor problem. For countries in which
poverty is widesoread, the adminidrative cod, identification, monitoring, and ddivery of
progranmes may outweigh benefits  This is paticulaly the case if a country is or
recently has experienced conflict. In such countries targeting may serve to accentuate the
tensons that generate conflict, Snce, by its naure, targeting seeks to discriminate anong
ssgments of the population (Cramer & Weeks 1997)1° This problem was a mgior one in
the sub-Sahara in the 1990s, where poverty was both widespread and created or
intengfied by conflict.
egimation is smilar to that of Gini coefficient.
¥ To take but one example, attempts at identification of the poor by the authorities may be



An Emerging Consenus?

A further drand of theoreticd arguments involves so-cdled politicd  economy
aguments agang inequdity and, by implication, povety. This andyds predicts a
negative rdationship between income inequdity and growth on the grounds tha higher
inid inequdity would: @ lead to increased public expenditure, because it prompts a
demand for redidributive polices, and b) incte politicd ingability that undermines
growth (Alesna & Rodrik 1994). This excurdon into politicd science is somewhat
dubious. For example, it is not & dl dear how a society with the power rdationships to
generate inequdity would, a the same time produce an underclass with the politica
power to force re-didributive policdes upon a government (see Cramer 2000). On
somewhat firmer andytical ground, Aghion, et al. (1999) ague tha inequdity has a
negative impact on growth through imperfect capitd makets, to which the poor have
limted access. In other words, if capitd makes discriminge agang the  poor,
potentidly profitable ectiviies by the poor are condraned by lack of credit.  This
postion harks back to Chenery, e. d. (1974), in which it was argued that growth would
be enhanced if wedth were redigributed from the rich to the poor, because the margind
productivity of cgpitd is higher for the poor. The Aghion et. d. verson adds arguments
of ‘mord hazad and macroeconomic dability to the Chenery et. d. advocacy of
redigribution, to reech much the same conduson. The impefect capitd markets
argument has precticd limits, in thet it presumes the poor to be sdf-employed, or to have
the option to become 0. While this may applied to a portion of the households in
poverty, empirical evidence suggested that during the 1990s those in the lowest income
quintile in Lain Ameica a least, and perhgps elsewhere, were increesingly in wage
employment. The idea tha most low-income wage earners could escgpe poverty through
s f-employment somewhat chalenges the imaginetion, aswell as higtoricad trends.

Ovedl, the literature o the 1990s was rddively limited in its theoreticd
contribution, and mogt driking in that it demondrated, yet again, the ambivdence of

perceived as having a sinister agenda, identifying the palitical allegiances of households.



economids towards the issues of inequdity and povety. On the one hand, the
mandream literature, with its emphass upon the efficdency of makes had a
predilection to view inequdity and poverty as accidenta or occasond outcomes of a
deregulated growth process. On the other hand, the persstence and severity of poverty in
many, if not mod, deveoping oountries brought forth periodic aguments for their
dlevigion. The ghifts in emphass in the literature reflect the difficulty of reconciling
these two.

From our review of the literature emerge severd important points rdevant to the
empirical  presentation below.  Perhaps mogt important is the growing consensus that
countries with an ‘initid condition’ of rdaivey egditaian didribution of assts and
income tend to grow fader than countries with high initid inequdity. This is an
extremdy important condudon, because it means tha reducing inequdity drikes a
double blow againg poverty. On the one hand, a growth pah characterised by greater
equdity a the margin directly benefits the poor in the short run. On the other hand, the
resulting decrease in equdity crestes in each period an ‘initid condition’ for the future
that is growth enhancing. Thus, any growth pah that reduces inequdity reduces poverty
through redigtribution and via ‘trickle down'.

3. Andyticd Framework

Income and asst redidribution are not necessxy conditions for poverty
reduction. Aggregate growth can adso reduce povety; and, equdly, redigribution can
achieve poverty reduction without growth (assuming that a portion of the populaion has
incomes above the poverty ling. To devdop a poverty reduction draegy, the centrd
issue is the reaive effectiveness of growth and redidribution, and whether the one
enhances each other. It would seem clear, even on the mogt supeficid andyss, that
growth combined with redigribution would be more effective that ether on its own. This
truism gives no indght into the gppropriate baance between the two for a concrete
poverty target. In order to determine an appropriate bdance, ‘growth’ and
‘redigribution’” must be specified rigoroudy.

To do this, we begin with a definition. Aggregate GDPin periodt (Y;) isequd to



D Yi=YL+y), wherey isthe growth rete

We condder the case of t = 1. If we treat each income percentile as a household
(implying zero populaion growth), and note percentiles by i, didribution-neutral growth
of per capitaincome for onetime period is equa to
@  Y1=SY,a+y), fori=1t0100 ady isthe growth rate.

We procead with the fiction that each household is sHf-employed, and that
growth is ruled by a smple Harod-Domar equation, o the growth rate is y4; = U4;Sy;

where u is the capitd-output ratio and s is the saving and investment rate of the
percetile. On the assumption that the rich have a higher saving and investment
propengty than the poor, ceteris paribus greater inequdity increases the growth rate.
This might be cdled the ‘savinginequdity’ effect. On the other hand, if one assumes
that the capita-output ratio is a negdive function of the levd of income ceteris paribus,
lower inequdity increeses the growth rate.  Which outweighs the other is an empirica
question, governed by the dadicities of the saving rate and output-cgpitd raio with
regpect to inequdity. Formdly, one can write, for any time period, the aggregete growth
rate is the product of the aggregate output capitad ratio and the aggregate saving rete.
@ y=us

The aggregate output-capital ratio and the aggregate saving rate are functions of
the digribution of income (G), ad other factors thet do not concern us here (A, and A,
respectively),
(Bd u=u(GA,) u<0,

B s=9GAy,s >0,
Le € be the dadicity of the output-capitd ratio with respect to inequdity
(Gluju’), & the dadticity of the saving rate with respect to inequdity ([G/gls), and €, the

ovedl dadicity of growth with respect to inequdity. The effect of a change in
inequality on growth is summarised bdow. Fgure 1 demondraes the rdationships for

the examplesof €, =0, .5,ad -.5.

€ < €, then € > 0, redigribution decreases growth rate (trade-off between



equity and growth)
€, >€,then €,<0, redigribution increases growth rate
€, =€, then €,=0, didribution neutra growth

The outcome that characterises a paticular country a a particular time is an
empiricdl quesion. For example the impact of redidribution on the output-cepitd ratio
is likdy to be subdantidly growth-increesng in a predominantly agrarian society with
agricultural production concentrated in large, mechanised etates.

Empiricd evidence, to which we refer bdow, consgdently indicates that sSze
digributions of income ae quite Sable, in the abosence of radica changes in inditutions
and politicd power. If it is the case tha a country's Sze didribution were dable over
some time period when aggregate GDP grew a a given rate of y;, it must be the case, that
across percentiles,

4) US =VYa, for dl i.

The output-capitd ratio fdls (rises) to compensate exactly for the rise (fdl) in the
sving rate as one moves up (down) the dze didribution. Thus, we can ignore variations
inu and s, replace their product with y,, and write, for the primary distribution of income:
® Y1 =@Q+wSYy

At diffeeent points in the discusson we cdl this outcome this ‘didribution-
neutra’, ‘trickle-down’, or ‘daus quo’ growth. As an dternative, fiscd policy and other
mesasures discussed below could be used to make growth biased toward a more equa
digribution.  Specificaly, we congder the case in which the growth generated is equdly
digributed absolutdy across percentiles  In Smple dgebra, each percentile receives an
income increment of (Y; — Y/100. This pos-transfer or secondary distribution of

income is noted as'Y* for each percentile-  After substitution, we can write,
©  Y1=(1+wYo=S[Y{]
Yi* =Yg +{[()Y /100
This formulation provides a dmple, but rigorous definition of growth and

redigribution in the spirit of the Chenery et. al., Redigtribution with Growth volume of
the mid-1970s (Chenery et. al. 1974). The propossd redigribution, equa absolute
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increments across percentiles, could be viewed as rdativdy minimdig.  Alterndive
redidribution rules could be used, in which the dlocation of the growth increment across
percentiles is progressive.

Any change in the primay didribution of income implies a tax. For esch
percentile (* household'), the implicit redistribution tax rate is the following retio:

7 Ti=(Yq5 -YiN(Yqi -Yg)

The redigribution tax is negative up to the point of average per cagpita income
(positive income trandfer), then postive aove (negative income trander). If income were
normaly digributed, the tax is negaive through the fiftieth percentile It is obvious tha
the more unequd the didribution, the lower is the percentile associated with average per
cgpita income (the fiftieth percentile being the lower bound). Cdculaied by percentiles,
the redidribution tax is not out of line with raes that have gpplied in many deveoped
countries.  For example, the extremely unegua Brazilian didgribution for the 1990s with
a Gini coefficent of 602° implies a marginal tax rate on the hundredth percentile of
dightly more then eghty percent, wel bdow the maximum ninety-one percent margind
rate in the United States from World War |1 until the early 1960s.

The proposed margind redidribution has characteridtics that derive automatically
from the nature of income didributions.  Fird, and most obvious, the benefits of the equd
abolute additions to percentile income increese as one moves down the income
digribution. Second, and as a result of the fird, the lower the poverty line, the greater
will be the poverty reduction. As a cordllay to this if a policy distinction is mede
between degrees of poverty, with different poverty lines the margind rediribution will
reduce ‘severe poverty more than less ‘severé poverty. Third, the more unequd the
digribution of income below the poverty ling the less is the reduction in poverty for any
increase in per cgpitaincome, or redidtribution of that incresse.

Before moving to our empiricd invedtigation of dternative growth pahs it is
aopropriate briefly to comment on our ‘benchmark’ path, didribution neutrd growth. In
a recent paper, Dollar and Kray (2000) reech the concluson, based on cross-country
regressons, that the typica outcome of the growth process in deveoping countries is to
leave the income share of the lowest quintile unchanged, e, didribution-neutra growth.



For some reason that is not clear, the authors characterise this with the phrase, ‘growth is
good for the poor (itdics in the origind).?’ This is a rather strange statement, for it
chdlenges the imagindion to produce any growth petern that would provoke the
converse phrase, ‘growth is bad for the poor’; ie, a growth pattern in which the poor
become worse off. Strictly spesking, if the dadticity of the income share of the poor with
respect to growth is pogtive, ‘growth is good for the poor. Why an dadicity of unity
should be the borderline between growth being ‘good or ‘bad’ for the poor is not dear;

indeed, it would seem ahitrary. The policy issue is not whether growth is or it is not
good for the poor (it is except n extraordinary circumgtances), but what policy measures
can make it better for the poor.

4. Redidribution with Growth: Empiricd Evidence

In this section we ingpect the impact on poverty in fifty countries of three
dmulation exercises, corresponding to different didributiona outcomes 1) a one percent
digribution-neutral increase in per cgpita GDP, 2) a one percent incresse in per capita
GDP, didributed equaly across income percentiless, and 3) a one percent redistribution
of income from the richest twenty percent to the poorest twenty percent. The
effectiveness of the outcomes in reducing poverty is judged by the time period required to
achieve a given target. In dl smulaions a ‘head count’ measure of poverty is used, for
reasons discussed below.

The necessry condition for a country to be incduded in the smulations is that
there were gtatistics on the income share for quintiles?? and that the country was induded
in the World Bank’'s edimates of absolute poverty. The World Bank edimates were
generated by converting each country’s per cagpita income to condant US dollars for a
base year, then setting a poverty line of US one dollar aday.?

%% |n this paper Gini coefficients will be reported on a scale of zero to one hundred.

! The same point, that distribution neutral growth appears to be the norm, is demonstrated
empirically in amuch smpler way and with less fanfare in Ferreira (1999).

%2 The major source was the WIDER income distribution database. See appendix for details by
country.

% The World Bank aso provides estimates of the population below two dollars day, but this
measure is not used here.



The pecified poveaty pecetile for one dollaa a day is implied by the
assumptions made about the didribution of income within each quintile  To edimate the
impact of a change in income on the percentage of households in poverty, it is necessary
to make explicit the implicit intraquintile digribution of income. It was not necessaxry to
know the intraquintile didribution for dl quintiles, only for the quintile in which the
poverty line fdl, before and &fter the three amulations The method of edimating intra-
quintile didribution is explaned in the daa agppendix. Our assumption is tha in the
relevant quintiles mean and median income are equd.

For an absolute poverty ling one US ddllar per day in this case, the percentage of
houscholds in poverty is drictly determined by per cepita income and the degree of
inequdity.  This is demondrated in Table 1. Moving verticdly down the table the
poverty line rises as a percentage of GDP, and moving across, the Gini coefficient rises.
On the assumption of a continuous digribution function, such as a lognormd function
with a given variance and a poverty line expressed as a fraction or multiple of the mean
(van der Hoeven 2000), one can generde the implied percentage of households in
poverty. In the table these are the lower numbers in eech cdl, cdculated by subgtituting
the country’'s Gini coefficent and per capita income into the lognorma distribution.
Snce these numbers are generated from a continuous didribution function, the intra-
quintile digribution of income for the povety quintles is given by the ovedl
digribution  function. The upper numbers in eech cdl, undelined, ae the poverty
percentages of the World Bank. For cells with more than one country, the smple average
of poverty percentages is used. The table shows that in most cases the poverty figures
generated by the lognormd didribution, with the gpproprite Gini coefficent and per
cgpita income figures, compare reasonably wel with the ‘actud’ etimates of the World
Bank.

Prior to presenting the dmulaion results, brief commentary is necessary on the
paticular definition we use for poverty reduction. Throughout the discusson, different
growth and didribution scenarios will be assessment by ther effectiveness in moving
houscholds out of poverty; that is moving households from below to above the poverty
line. This definition has two advanteges. Fird, it corresponds to the poverty reduction
targets of multilatera and hilaterd donors. Second, and no doubt relaed to the fird, it is
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eesly cdculaed and compared across countries. However, it has a serious drawback, in
that it excdudes the improvement for dl households whose incomes do not rise above the
poverty line.  This drawback of the agpproach becomes especidly serious for comparing
different growth scenarios when congdering low -income countries.

Table 2 provides the badc datidics for the smuldion exercises for the fifty
countries.  per capita income?* the Gini coefficient, and the percentage of the population
with income per head bdow one US dollar (the poverty line), as edimated by the World
Bank. In Table 3, the results of the smulations are given, for the two growth exercises
digribution-neutrd growth (DNG in the table) and equd didribution growth (EDG).
Columns one and two report the estimates of the percentile of households lifted out of US
one dolar povety as the result of one percent growth, digribution-neutrd and equd-
digribution, respectivdly.  Column three reports the ‘efficdency of redidribution’ ratio.
This is defined as the ratio of povety reduction for equa didribution growth to
digribution-neutrd  growth (column 1 divided by column 2). This rdio is gregter than
unity for forty-seven of the fifty countries Tha is for ninety-four percent of the
countries, the equa didribution grow drategy reduces poverty more in a given time
period then a digribution-neutra growth draiegy. This in itsdf is not surprisng, for
digribution-neutrd  growth is only more effective in reducing poverty for countries with
50 percent or more of the populaion ldow the poverty line. Given our criterion of one
dollar a day these countries belong to the group with a very low per capita income. It is
aurprisng how much more effective equaly digributed growth proves to be in reducing
poverty for most countries. For a large proportion of the countries, the ratio is in excess
of threg ie, equad didribution growth rases three times as many households from
poverty than distribution neutrd growth over any time period.

Inspection of the efficiency raios reveds the obvious point that the benefits of
equa didgribution growth are gregter the higher is a country’s per capita income, and the
higher its Gini coefficent. The two together account for about Sxty percent of the
vaidaion in the efidency ratio, with most of the remainder explaned by the digribution
of income within the quintile in which the povety levd fdls The results imply that

?* Given the distribution of income by quintiles and the intra-quintile distribution for the quintile
in which the poverty level fals, a unique per capitaincome isimplied. If the World Bank source



growth with redidribution would be paticulaly gppropriste for the Lain American
countries and those of North Africa and the Middle East.  Its poverty-reducing advantage
would be less for the sub-Saharan countries (except South Africa), because of ther low
per capita incomes. It would adso be less effective for the former centrdly planned
countries, despite thar midde-income gatus, because of their rdatively low inequdity.

As the povety line risss up a country’s income didribution, the efficdency of
redigribution ratio becomes less and less sengtive to measures of inequdity.  However,
it is dways the case, no matter what a country’s per cgpita income or degree of
inequelity,” thet redisribution with growth is more efficent than distribution neutra
growth in reducing the intendty of poverty. This is because the rdative benefit of equa
digribution growth increeses as one moves down the income didribution, independently
of acountry’s per capitaincome or degree of inequdity.

As discussed above, the redigribution with growth outcome implies a tax on dl
households whose income is above the mean.  In which percentile the mean fals depends
on the skewedness of the overdl income didribution. The find two columns (columns 4
and 5) of Table 3 report the implied tax rate for the highest percentile, and the average
rate across al percentiles whose income is redidributed towards the poorer percentiles.
These are marginal rates agpplied to the increase or growth increment in per capita
income. Inspection of the table shows, as expected, the maximum and average rates are
postively corrdated with the Gini coefficient. Whether the implicit tax rates should be
judged as high depends on the mechanism to bring about the outcome  If digribution-
neutra growth represents the primary (pre-tax) outcome, and equd-didribution growth
the secondary (podt-tax) outcome, then there is a draght-forward disncentive effect for
those taxed, to be weighted againgt the incentive effect of the beneficiaries. We make the
ressonable assumption that if podtive tax raes creste a digncentive to earn further
income, then negative tax rates creste an incentive to earn income and contribute to
higher nationd growth. If the income didribution is skewed, then the number of
households enjoying an incentive to increese eanings will  out-number those suffering a
disgncentive, and the impact on growth should be postive.

gave a per capita other than this, the implied value was used in the table.
% That is, for any distribution that is not equal.



These growth smulations can be compared to the more conventiond exercise, a
direct redigribution from the rich to the poor. This redidribution is smulaed in Table 4,
where it is assumed that one percentage point of tota nationd income is shifted from the
top quintle to the bottom quintile and distributed equally among those households?®
The table shows for each country the reduction in the poverty measure for the one percent
redigribution in column two, and can be compared to column three in Table 2, where
poverty prior to redidribution is given. The outcome is summarised in column three of
Table 4, which reports the percentage reduction in povety as the result of the
redigribution. For example, preredigribution povety in Brazl was messured as 232
percent of the population, and is Smulated to be 184 percent after redidribution, for a
fdl of 20.7 percent (4.8 percentage points). The find column of the table gives the
impliat tax rates on the highest twenty percentile resulting from the redidribution. These
prove to be quite low, varying from less than two percent to a high of three percent,
inversdy rdaed to inequdity (ie, the share of income accruing to the top quintile before
redigtribution).

Ingpection of Table 4 shows that the povety reductions associaed with
redigribution without growth vary dramaticaly across countries.  In generd, the lower
the per capita income of a country, the less is the poverty reduction, demongrated most
obvioudy for the twelve Lain American countries among which the reduction for the
Centrd American dates and Ecuador is virtudly nil.  The other obvious influence is
inequdity. The lower the inequdity, holding per capita income condant, the grester the
poverty reduction from a redigribution, because those bdow the povety line ae
‘packed’” close together. Comparing the middle-income Latin American countries to the
former centraly planned countries revedsthis.

These reaults suggest a typology of countries differentiated by the generad gSrategy
that is most conducive to poverty reduction, and this is done in Table 5. In this table, we
cdculate in columns two and three the number of years required for digribution-neutral
growth and equd didribution growth to achieve the same poverty reduction as a transfer
of one percent of nationd income from the highest to the lowest quintile To take the

%% At the poverty boundary, this redistribution shifts some households above the ones with dightly
higher pre-redistribution incomes, but this does not affect the conclusions reached in the text.



fird country, Venezuda, neutrd didribution growth would require over thirty-four years
to reduce povety by the same amount as the one percentage point redistribution, and
equa didribution growth would require sx years. On the bass of these cdculations the
fifty countries fdl into three caegories In caegory 1, the ‘income redigribution
countries, both growth drategies require more than one year to reduce poverty as much
as a draght redigtribution.  The countries are listed in descending order of the number of
years required for digribution-neutrd growth to match the impact of the one percent
redidribution on poverty.  For thirty-four of the fifty countries (dxty-eight percent),
draight redigribution is the mogt effective method of poverty reduction.

In category 2 ae thirteen ‘redidribution with growth’ countries, for which
redidribution is not the most effective poverty reduction drategy, and equd digtribution
growth is more effective than didribution-neutral growth. For these countries one or both
of the growth drategies a least matches the redistribution poverty reduction in less then a
year, and the time period for equd digribution growth is the shorter. The latter point is
emphassed by induson of the ‘effidency raioc a find column, taken from Table 3.
These countries are characterised dther by low per capita income or rdaivey equd
digribution (or some combingtion of the two). Findly, there is caiegory 3, three ‘trickle
down’ countries, for which growth as such is the most effective vehide for poverty
reduction. The defining characterigic of the trickle down countries is that they have
more than fifty percent of their population in poverty as a result of ther low per capita
income.  However, it does not follow that dl low income countries would fdl into this
caegory. If low income is combined with a reaivdy equd didribution, as for Niger,
equa didribution growth may be more effective in reducng poverty, if only magindly
S0 in that specific case.

Thus, the smulaion exercises demondrate that for the overwhdming mgority of
midde-income countries, poverty reduction is most effectivdy achieved by a
redigribution of current income. For these same countries, redigribution with growth
would be the second-best option, and didribution-neutrd, or status quo growth, a poor
third. Low-income countries require a growth drategy, and for most redigtribution with
growth would be more effective than status quo growth. With these generdisations in
mind, we consder poverty reduction paliciesin the following section.



5. Pdlicy Effectiveness for Redidribution with Growth

The mgor dement required to introduce and effectivdy implement a re-
didributive drategy in any country is the condruction of a broad politicd codition for
poverty reduction. The task of this codition would be the formideble one of pressuring
govanments for redigribution policies on the one hand, while neutrdisng oppostion to
those policies from groups whose sdf-interest rests with the status quo. How such a
poliica codition might come about is beyond the scope of this pgper. We focus on a
less fundamentd, but crucidly practicd issue the polices that could bring about a
redidribution  drategy. To be policy rdevat, our condderation of redigribution
mechanisms must move beyond a liding of possbiliies to an andyss of the likdy
effectiveness of these.

Perhaps the most important determinant of the effectiveness of the various
measures and specifics of each redidribution drategy is the dructure of an economy.
This dructure will depend on the levd of devdopment, which will to a great extend
condition the country’s production mix, the endowments of sSocio-economic groups, the
remuneration to factors direct and indirect taxes on income and assats prices pad for
goods and sarvices, and trandfer payments. These dements of the didribution sysem are
initid conditions that delineste the scope for redidributive policies  In this andytica
context, the implementation requirements of redigributive polices can be summarised in
asmpletheoretica framework (see Hamner et.d. 1997). Define the following terms

Y denotes the income of a household, V is transfer payments, T is taxes, k is a vector of

assets (including human capital), w is a vector of rates of return (including wages), p is

the price vector of goods and services, q is the quantity vector of those goods and
sarvices, and Sis household saving.



Then, by definition it follows,

Y = (V-1 + Wk = pq +S
Transfer payments Minimum wages, Subsidies for Facilitate future
(unemployment low-wage basic needs asset acquisition:
compensation, subsidies, other goods, public ‘village banks' &
pensions, child labour market sector infra- other financial
benefits, aid to regulations, public structureinvest-  servicesfor the
disabled) & employment ment (p); child poor
progressive taxes (on  schemes (w); nutrition
income and wealth) credit programmes programmes (q)

for the poor; land
reform, education

K);

Effectivein middle- Effectivein Effectiveinmost  Effective in most

income countries middle-income countries countries
and some low-
income countries

The effectiveness of tax and expenditure policies (V and T) to generate secondary
and teatiay didributions more eguitable than the primary digribution depends upon the
relative importance of the formd sector. This is for the obvious reason that governments
can mog effectivdly agoply progressve income taxes to wege employees and
corpordtions.  All empiricd evidence shows tha the formd sector wege hill and profit
shares increase with the levd of devdlopment. Along with the importance of the formd
sector goes a high degree of urbanisation, and working-poor urban households are more
eedly tageted than ether the rurd poor or urban informd sector households  The
expaience of a number of middle-income countries has demondrated the effectiveness of
basc income payments for poverty reduction, with an example being the basc penson
paid to the elderly in South Africa®’

As shown in the previous section, the redidribution drategy is most gopropriaie
for middle-income countries, because ther per cgpita incomes are high redively to the
abolute poverty line Thee ae dso the countries whose economic dructures make
taxation and expenditure indruments effective for redidribution. Thus, the thirty-seven
‘income redigribution’ countries, and others & smilar leves of devdopment, qudify for
the redigributive drategy via income and corporate taxes, both in terms of its intrindc

" While rdatively low, the pension in the 1990s was an important income source for the rural
poor, especidly for female-headed households (see Standing, Sender and Weeks 1996, Chap 6).
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effectiveness and the indtitutiond capacity to implement it.  Such countries would include
the larger ones in Lain Ameica (Argenting Brazil, Chilee Mexico and Venezuda),
svad Adan countries (the Republic of Korea, Thaland, and Mdaysa), and virtudly dl
former socidist countries of Central and Eastern Europe.

To a catan extent, specific economic dructures dlow for effective use of
taxation for redidribution in a few low-income countries that would typicaly be reevant
only for midde-income countries.  If the economy of a low-income country is dominaed
by petroeum or minerd production, then a large portion of nationd income may be
generated by modern sector corporations.  This dlows for effective taxation even though
adminidrative capacity of the public sector may be limited. The tax revenue can be
redidributed through poverty-reduction programmes, though not through trandfer
payments if the labour force is predominantly rurd. Examples of minerd-rich low-
income countries with the potentid to have done this abet unredised, were Nigerig
Liberia, and Zambia

Interventions to change the distribution of earned income (wk in the equaion
above), which dter market outcomes will dso tend to be more efective in middle-
income countries.  The most common intervention is a minimum wage, though there are
many other policies to improve eanings from work (see Rogears 1995).  Further
mechanians indude public employment schemes and tax subsdies to enterprises to hire
lowv-wage labour. It is unlikdy tha any of these would be effective in low-income
countries, because of enforcement problems (minimum wage), targeting difficulties
(employment schemes), and narrowness of impact (wage subsdies).

Land reform might achieve poverty reduction for rurd households but the
relaionship between land redigribution and leve of devdopment is a complex one.  On
the one hand, low-income countries ae predominantly rurd, so if land ownership is
concentrated, its redidribution could have a subgtantid impact on poverty.  Further, the
more underdeveloped a country, the less commercidised tend to be poor rurd
households.  Therefore, the benefits to the poor from land redigribution in low-income
countries are less likely to be contingent on support services. On the other hand, lack of
adminigrative cgpacity and socdled traditiond tenure sysems represent  subgtantid
condraints to land redigribution in many low-income countries and especidly in the
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sub-Seharan countries.  The usud gpproach to land redistribution presupposes private
ownership, such thet it is dear from whom the land will be taken and to whom it will be
given. There are few sub-Saharan countries in which private ownership is widespread,
meking redigribution difficult or impossble without prior daificaion of ownership
cdams (Patteau 1992, 1995). While land redidribution is probably not an effective
poverty reducing meesure for most low-income countries, a few notable exceptions in
Asa(eg. Indiaand Vietnam) suggest thet it should not be ruled out in al cases.

For midde-income countries, experience in Lain Ameica has shown that
governments can effectivdy implement land redidribution.  However, the high degree of
commercidisaion of agriculture in midde-income countries requires that redidribution
be complemented by a range of rurd support services including agriculturd  extension,
marketing facilities, and other measures. Perhaps more serious, the rdevance of land
reform for povety reduction tends to dedine as countries devdop and the rurd
population dhrinks redively and absolutdy. For example, a the end of the twentieth
century in the five most populous Lain American countries, twenty percent or less of the
ladbour force was in agriculture Minimum wages may be more rdevant than land
redistribution in reducing poverty among the landless and near-landless in such countries.

Interventions that directly affect the prices and access to goods and services (pq)
could potetidly be quite powerful indruments for poverty reduction.  Subsdies to
sected commodities have the adminidrative advantage of not requiring targeting, only
identification of those items that cary a large weight in the expenditure of the poor.
While multilaerd adjusment programmes typicdly require an end to such subsdies on
grounds of dlocative efficency or excessve budgetary cod, the rules of the World Trade
Organistion do not, as long as subsdies do not discriminage between domedtic
production and imports (FAO 1998). Whether subsdies would generae excessive fisca
dran would depend on the products covered and financing.  Agan, the levd of
devdopment of a country is of centra importance for the effectiveness of subsidies In
low-income countries with the mgority of the poor in the countrysde consumer
subgdies are unlikely to have a sgnificant impact on the poor outsde urban areas. Basic
goods provison in kind can be an effective indrument for poverty reduction even in very
low-income countries, by ddivering such items as milk to school children. To do s with



a nontargeted programme would require a progressve tax system, which would be more
likely in amidde-income country.

In dl countries the poor suffer from poor hedth and inadequate education
rlaivdy to the non-poor. Expenditures on education and hedth have the practicad
advantage that programmes that would help the poor ae esdly identified, though the
specifics would vary by country. However, providing these services to the poor may in
some countries be as politicaly difficult as more obvioudy controversa measures such
as ast redigribution.  The same point gpplies to infrastructure programmes directed to
poverty reduction. To the extent that these would reduce public investment in projects
favoured by the non-poor, especidly the wedthy, they may be no esse to implement
that measures that gppear superficidly to be more radicd.

Table 6 provides a summay of the discusson, with poverty-reducing measures
liged by rows, and the three categories of countries across columns.  The table indicates
that for the ‘redigribution’ countries, a redistribution of current income and ass is the
most effective means of poverty reduction, and the methods to achieve this are feasble.
For the ‘redigribution with growth’ countries, the measures for redigribution of current
income and assets are less feasble, but insruments to achieve the more modest god of
redigributing the growth increment would be feesble  Findly, most redigribution
ingruments would not be feasble, or only to a limited degree, for very low-income
countries,  but for these countries, a growth drategy with no redigributive mechanisms
may be the mogt poverty-reducing path.

This discusson indicates that implementing an agenda of redidribution involves
mgor problems, but these problems should not be exeggerated. In many countries they
might prove no more intracteéble then the problems associaed with implementation of
other economic polides An dfective orthodox monetary policy is difficult to implement
if a country is too smdl or underdeveloped to have a bond market. The abisence of a
bond market leaves the monatary authorities unable to ‘Serilisg foreign exchange flows.
Smilaly, replacing taiffs by a vdue added tax would be a daunting task in a country
whose commerce was primaily through smal traders. Lack of public sector capacity
would limit the ability to execute a range of so-cdled supply Sde policies  privaisaion,
‘trangoarency’ mechaniams, and decentrdisation of centrd government sarvice ddivery



(van der Hoeven and van der Geest 1999).
these condrants to adjusment programmes, and typicdly made the decison that
congrained implemented was preferable to nonHimplementation.
be made for a redidributive growth drategy: to achieve poverty reduction, it might
preferdble to implement redidributive growth imperfectly than to implement the Saus

quo imperfectly.

The multilatera agencies have recognised

The same argument can

Table6: Summary of Feashility of Redigtribution Instruments by Category of Country

Country Redistribution of Growth with Growth without
Category: | currentincome & assets | redistribution policies redistribution policies

Redistributive (middle-income (middle & most low- (very low-income
Instrument: countries) income countries) countries)
Progressive Yesfor
taxation Yes some countries No
Transfer Yesfor
payments Yes some countries No
Consumer Yesfor
subsidies Yes Yes some countries
Land Y es, but not Not for
reform always relevant Yes most countries
Education &
health Yes Yes Yes
Infrastructure
& public works Yes Yes Yes

6. Concluson

Poverty reduction has dways been a prioity of devdopment policy, dbeit
sometimes only a the rhetoricd levd. The end of the 1990s brought increased emphasis
on bringing the benefits of growth to the poor. However, growth done is a rather blunt
ingrument for poverty reduction, snce the consensus of empirical work suggests that it is
digribution neutra.  Along with emphads on poverty reduction, a shift occurred in the
policy literature towards a more favourable view of policies to redidribution income and
as=ts  An integraion of digributiond concerns and a priority on poverty reduction
could be the basis for anew policy agendato foster both growth and equity.



This new agenda would be based on three andyticd genedistions 1) that
gregter didributiond equdity provides a favourable ‘initid condition’ fa rapid and
udanable growth; 2) that redidribution of current income and assets, or redidribution
of an economy’s growth increment is the most effective forms of poverty reduction for
most countriess, and 3) the mechaniams to achieve the redidributions are feasible for
most countriess.  These generdisations imply that the new agenda could focus upon
goecific polides and ingruments of redidribution, with the god of subgtantid reductions
in urban and rurd poverty in the medium term.
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Annex: Method and Sources
Estimation of Poverty Lines

The percentile a which an absolute poverty line lies can be edimaed with two
paameters, the povety line as a percentage of per capita income, and the Gini
coeffident. Invalving as it does the use of the log-normd function, this method is not
ided for our gmulations, because of the wdl-known tendency of that function to digtort
vaues a the tals of digributions We have used a smpler method, by assuming that in
the quintile in which the povaty line fdls and in awy quintiles bdow it, meen and
median income are equa.?® The income for any percentile or fraction thereof can be
edimated asfollows

1 snce mean income lies a the mid-point of a quintile the income for

percentiles, P, Pre, €cC. (Where Py is the mid-point of quintile 1); are known

(Yo, Yo, €c); and

2. between each mean income, income was assumed to increase & a condant rate.

For example, the rate of increese of income by percentile between mean income
in quintile one (Y.,) and quintile two (Y,p) would be (they ae by définition twenty
percentiles gpart):

Yo = (1+rP(Y 1)

Snce Ymu and Yme a&e known, r can be cdculaed. On the bads of this
cdculdion, the percentile for the adsolute poverty line for each country can be found by
generating the income for each percentileuntil Y'; = US$ 365 is reached.

Data and Statistics

The table bdow provides the Gini coefficients by country, the definition of the
measure, and reference unit.  For mogt empiricd work it would not be acceptable to
compare Ginis based on income and expenditure, or ones covering both households and
individuas. For our dmulations the implied ineccurecies have little practicd
consequence.

?® The authors wish to thank Malte Lubker for pointing out the empirica vaidity of this
assumption for the lowest two quintiles.



Country

Latin America (12)
Brazil 1995
Chile 1992
Colombia1991
CostaRica 1989
Dom Rep 1989
Ecuador 1994
Guatemala 1989
Honduras 1992
Mexico 1992
Nicaragua 1993
Panama 1989
Venezuda 1990

N Africa& ME (5)
Algeria1995

Egypt 1991

Jordan 1992
Morocco 1991
Tunisia1990

Sub-Sahara (13)
Botswana 1986
Guinea 1991
Kenya 1992
Lesotho 1987
Madagascar 1993
Mauritania 1988
Niger 1992
Nigeria 1993
Rwanda 1984
Senegal 1991
South Africa 1993
Zambia 1993
Zimbabwe 1990

Gini
52.2

60.1
50.7
57.2
42.0
50.5
43.0
59.1
52.6
50.3
50.3
56.5
53.8

37.5
353
320
40.7
39.2
40.2

48.6
54.2
46.8
575
56.0
46.0
424
36.1
45.0
289
53.8
62.3
46.2
56.8

Definition Reference Unit
Income Household per capita
Income Person
Income Person
Income Person
Income Person

Expenditure Person
Income Person
Income Person

Expenditure Household per capita

Expenditure Household per capita
Income Person
Income Person

Expenditure Household per capita

Expenditure Household per capita

Expenditure Person

Expenditure Household per capita

Expenditure Household per capita

Expenditure Household

Expenditure Household per capita

Expenditure Household per capita

Expenditure Household per capita

Expenditure Household per capita

Expenditure Household per capita

Expenditure Household per capita

Expenditure Household per capita

Expenditure Household per capita

Expenditure Household per capita
Income Person

Expenditure Household per capita

Expenditure Household per capita



Annex Table (con't)

Country by Region

Asia, not FSU (8)
China 1995

India 1992
Indonesia 1996
Nepal 1996
Pakistan 1991
Philippines 1994
Sri Lanka 1990
Thailand 1992

Former CP (12)
Belarus 1993
Bulgaria 1992
Czech Rep 1993
Hungary 1993
Kazakhstan 1993
Kyrgyz Rep 1993
Lithuania1993
Moldova1992
Romania 1992
Russian Fed 1993
Slovak Rep 1992
Turkmenistan 1993

51.5

30.2
216
30.8
26.6
279
32.7
353
33.6
344
255
31.0
217
35.8

Definition Reference Unit Coverage
Income  Household per capita  All
Expenditure Person All
Income  Household per capita  All
Expenditure Household per capita  All
Expenditure Household per capita  All
Expenditure Household per capita  All
Expenditure Household per capita  All
Income Household All
Income  Household per capita  All
Income Person All
Income  Household per capita  All
Income  Household per capita  All
Income  Household per capita  All
Income  Household per capita  All
Income  Household per capita  All
Income  Household per capita  All
Income  Household per capita  All
Income  Household per capita  All
Income Household All
Income  Household per capita  All



